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Does learning at home and from abroad boost the foreign subsidiary performance of 
emerging economy multinational enterprises? 
Abstract 
Based on a sample of Chinese firms that have undertaken outward FDI, we examine the 
extent to which domestic learning and host market learning affect subsidiary performance. 
The findings indicate that domestic learning through collaboration with foreign firms at home, 
and host market learning, positively contribute to subsidiary performance. We find some 
synergetic effects between domestic learning and host market learning, and these two types of 
learning jointly shape subsidiary performance. By providing new empirical insights into the 
performance implications of different types of learning, this study helps advance our 
understanding of EMNEs.   
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Introduction 
The substantial increase in outward foreign direct investment (OFDI) by emerging economy 
MNEs (EMNEs) has stimulated research interest which has resulted in a growing number of 
studies on this phenomenon (see Deng, 2012; Jormanainen & Koveshnikov, 2012 for a 
review). Most existing studies have examined the patterns, motivations and entry mode 
selections of EMNEs’ OFDI (Bangara, Freeman and Schroder, 2012; Cui & Jiang, 2012; Lu, 
Liu & Wang, 2011; Luo and Tung, 2007; Meyer et al, 2014; Ramamurti & Singh, 2009). The 
findings from these studies have enhanced our understanding of EMNEs’ OFDI. However, 
few have investigated whether different types of learning influence the performance of 
EMNE overseas subsidiaries. In particular, the extent to which the domestic learning and host 
market learning of EMNEs affects subsidiary performance is under explored.  
Previous research has tended to over emphasize experiential learning through direct 
operations abroad based on the internationalization process of MNEs from developed 
countries, but downplay learning through collaboration with foreign firms at home (Eriksson, 
Johanson, Majkgard, & Sharma, 1997; Johanson & Vahlne, 1977). Such a focus has been 
built on the implicit assumption that a firm detaches itself from the home country when it 
goes abroad, such that only experiential learning in host countries matters with regard to 
further international expansion and overseas subsidiary performance. However, this emphasis 
may not reflect the characteristics of EMNEs as they are exposed to foreign firms at home 
before undertaking OFDI. Emerging economies, such as China, have opened up to inward 
FDI since the early 1980s, and EMNEs have had the opportunity to accumulate knowledge 
and capabilities through learning from foreign firms before venturing abroad. At the early 
stages of internationalization, EMNEs may lack experiential knowledge from heterogeneous 
host-country environments. Therefore, the knowledge and capabilities accumulated at home 
are more valuable for EMNEs than for well-established MNEs. However, little research has 
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been conducted on whether learning from foreign firms at home affects the international 
operations of EMNEs, with a few exceptions. Lu, et al. (2014a) have examined the impact of 
EMNEs’ domestic diversification on international diversification, but they did not consider 
the effect of learning from foreign firms at home and called for more studies to cover a 
broader context i.e. the way in which EMNEs accumulate the knowledge and capabilities 
needed for internationalisation through domestic learning.   
In addition, existing studies treat the impact of different forms of learning, such as host 
market learning through overseas operations, and domestic learning through collaborating 
with foreign firms, as homogenous (e.g. Delios & Beamish, 2001; Gao et al., 2008; Luo & 
Peng, 1999; Wu & Lin, 2010). We argue that the impact of host market learning on 
subsidiary performance should be differentiated from that of domestic learning. Domestic 
learning through collaborating with and observing foreign firms enables EMNEs to acquire 
knowledge about international markets, foreign countries’ regulations, foreign firms’ best 
practice and advanced technology (Martin & Salomon, 2003; Tsang, 2002). This kind of 
learning may form the basis of EMNEs’ competitive advantage. The lack of attention to 
different types of learning by EMNEs represents an important theoretical and empirical 
omission since different dimensions of learning may result in different levels of subsidiary 
performance. Hence, there is a need to better understand the importance of both types of 
learning in the subsidiary performance of EMNEs. In particular, few studies explicitly 
address the interrelationship of host market learning, domestic learning and the overseas 
subsidiary performance of EMNEs (Li, Poppo, & Zhou, 2010).  
This paper aims to fill these research gaps by investigating how different types of learning, 
such as host market learning and domestic learning, affect subsidiary performance and 
whether these two types of learning have a synergetic effect on overseas subsidiary 
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performance. In so doing, we seek to assess the extent to which different types of learning are 
crucial for the overseas success of EMNEs.   
This study makes a number of contributions to the existing literature. First, departing from 
previous research which has predominately focused on the importance of experiential 
learning when firms conduct international operations abroad, this study unpacks the 
performance implications for EMNEs of domestic learning through collaborating with 
foreign firms at home. We explicitly delineate whether the knowledge and capabilities 
accumulated through domestic learning affect overseas subsidiary performance. This helps to 
contribute to our understanding of factors affecting the overseas performance of EMNEs, 
given that only a limited number of studies have examined the impact of learning on the 
outcomes of EMNE internationalisation. Second, by considering the knowledge and 
capabilities accumulated through domestic learning, this study moves beyond the boundary of 
experiential learning through direct international operations in a host country and helps to 
build a link between international exposure at home and outward FDI, and broadens the 
knowledge base for the overseas subsidiary performance of EMNEs. This consideration 
captures the characteristics of EMNEs that have been exposed to international collaboration 
at home before going abroad, thus enriching our understanding of EMNEs’ competitive 
advantage embedded in the context of their home country. Collaboration with foreign firms at 
home provides learning opportunities through which EMNEs accumulate the knowledge and 
expertise needed for international operations. Finally, we further explore the synergetic 
effects between the two types of learning by focusing on the interaction between domestic 
learning and host market learning. Such synergetic effects are absent in the existing literature 
on EMNEs. This enables us to provide a more complete account of how different types of 
learning jointly shape the overseas subsidiary performance of EMNEs.  
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The paper is organized as follows. The next section introduces our theoretical background 
and hypotheses. We then describe the sample and variables used in the study, while the 
empirical results are presented in the subsequent section. Finally, we discuss the findings and 
their implications, followed by conclusions.  
Theoretical Background and Hypotheses 
The growing literature on EMNEs has mainly examined the patterns, motivations, location 
choices and entry model selections of EMNEs based on various theoretical perspectives, 
including the linkage-leverage-learning framework (LLL) (Mathews, 2006), the resource 
based view,  transaction costs theory and institutional theory. The main findings show that 
OFD decisions by EMNEs are affected by a variety of firm, industry and institutional 
contextual factors (Bangara, Freeman and Schroder, 2012; Buckley, et al., 2007; Cui & Jiang, 
2012; Lu, et al., 2014b; Ramamurti & Singh, 2009; Yamakawa, Peng, & Deeds, 2008; Wang, 
et al., 2012). While some studies have found that EMNEs use OFDI as a means of acquiring 
advanced knowledge and catching up with technological leaders in the West (Deng, 2009; 
Gubbi et al., 2010; Luo & Tung, 2007; Mathews, 2006), others have shown that supportive 
government policies and ownership significantly affect location choices and entry mode 
selection by EMNEs (Luo et al., 2010; Meyer, et al., 2014). Several studies have applied an 
integrated approach to investigate how firms’ competitive advantages, industry competition 
and institutional environments jointly determine OFDI by EMNEs (Lu et al., 2011; Wang et 
al., 2012; Wei et al., 2014; Yamakawa, Peng, & Deeds, 2008). While these existing studies 
enhance our understanding of factors affecting OFDI by EMNEs, few have examined the 
outcomes and performance of EMNEs. In particular, the role of domestic learning through 
collaborating with foreign firms in EMNEs’ home countries is underexplored in the existing 
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literature. Such an omission limits our understanding of EMNEs’ competitive advantage 
embedded in the context of their home country.  
In this study, we adopt an organisational learning perspective to unpack the impact of 
different types of learning on the subsidiary performance of EMNEs. Organisational learning 
refers to firms’ development of knowledge, or insights that assist in their behavioural change 
(Hurley & Hult, 1998; Levitt & March, 1988). Recent research decomposes organizational 
learning into four main elements: knowledge acquisition; information dissemination, by 
which information from different sources is shared; information interpretation, in which 
distributed information takes one or more commonly understood interpretations; and 
organizational memory, representing the means by which knowledge is stored for later use 
(Clercq et al., 2012; Gao et al., 2008; Huber, 1991; Hult & Ferrell, 1997; Santos-Vijande et 
al., 2012; Sinkula, 1994; Slater & Narver, 1995). Organisational learning is concerned with 
access to knowledge and the capabilities needed for utilising and building on such knowledge. 
In this study, we mainly focus on knowledge acquisition and utilisation. As such we explore 
how domestic learning and host market learning enable firms to build competitive advantage 
and generate desirable performance.  
When firms engage in international expansion, they learn about the foreign markets they 
target and accumulate experiential knowledge about the host country in which they operate. 
This type of learning is defined as experiential learning and refers to the gradual 
accumulation of knowledge as a firm expands its international activities (Johanson and 
Vahlne, 1977, 1990). Experiential learning accrues as firms learn from their own engagement 
in conducting business activities (Argote, 1999). By definition, firms can accumulate 
knowledge about internationalisation through experiential learning only when they venture 
abroad and have international operations in which firms can acquire knowledge about a host 
country incrementally through learning by doing (Johanson & Vahlne, 1977; 1990). 
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Experiential learning is identified as the most important means by which internationalised 
firms gain first-hand foreign market knowledge (Clercq et al., 2012; Yeoh, 2004; Zou & 
Ghauri, 2010). Through experiential learning, firms can reduce the level of liability of 
foreignness and overcome operational uncertainties (Gao et al., 2008). Experiential 
experience also helps firms build a local knowledge base and so overcome challenges 
associated with the unfamiliarity of host country conditions (Peng, 2001). Existing studies 
have examined how firms acquire host country knowledge through directly engaging in 
international operations (Erramilli, 1991).  
As latecomers, EMNEs at the early stage of internationalisation have limited international 
operations. Hence, they may lack knowledge of operating in host countries compared to 
developed economy MNEs (Luo and Tung; Lu et al., 2014b; Wang, et al., 2012). However, 
they started accumulating their international experience before they ventured abroad through 
establishing partnerships with foreign firms, such as forming strategic alliances with foreign 
firms or being local suppliers for foreign firms, or being exposed in other ways to foreign 
firms in their home country (Gu & Lu; 2011; Luo & Tung, 2007). This suggests that firms 
can accumulate some elements of international experience even when they only operate 
domestically. This aspect of domestic learning is particularly important for EMNEs that have 
engaged in various forms of foreign cooperation at home. More specifically, collaboration 
with foreign firms at home enables firms to accumulate different types of knowledge needed 
for outward FDI operations. Thus, we take account of both experiential learning abroad and 
domestic learning at home by examining the extent to which the two types of learning 
directly contribute to subsidiary performance as well as the interrelationship between the two 
forms of learning and subsidiary performance.    
9 
 
Domestic learning   
Domestic learning through collaboration with foreign firms at home is critical as it constitutes 
a unique learning process for EE firms prior to outward FDI. Various forms of collaboration 
with foreign firms in the home country, such as original equipment manufacturing (OEM), 
international equity joint ventures or alliances, or being suppliers for foreign firms and 
developing various business relationships with foreign firms that operate in the home country, 
have provided EE firms with valuable opportunities to gain access to new technological 
knowledge, recognize advanced international standards, and acquire managerial knowledge 
(Child and Rodrigues, 2005; Li and Cui, 2010; Welch and Luostarinen, 1993). Such exposure 
to foreign firms at home helps EE firms to develop and accumulate the knowledge and 
capabilities needed for undertaking OFDI. Learning from foreign firms or facing foreign 
competition at home makes EE firms more efficient through increased productivity and 
innovation and it is widely recognised that EE firms are able to catch up with foreign firms 
through imitating their technology and management methods (Buckley, Clegg & Wang, 2002; 
Liu & Buck, 2007). Through direct interaction with foreign firms, EE firms are exposed to 
market-based rules and practices which enable them to develop market-based capabilities (Lu, 
Liu & Wang; 2011; Wei et al., 2014).  
In addition, through cooperation with multiple foreign partners who operate in the home 
country, EE firms may be able to learn about foreign trade techniques and foreign operation 
characteristics due to exposure to international contexts at home. Through cooperation with 
foreign firms at home, EMNEs may gain knowledge about how to effectively manage foreign 
demand and the technical requirements of foreign clients. They may find this knowledge 
valuable when dealing with challenges associated with foreign operations, local competition 
and a new customer base in host countries (Buck et al., 2007). It is likely that the more 
intensively EMNEs collaborate with foreign firms at home, the more knowledge and 
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experience they can accumulate through such cooperation. Despite their lack of original 
technology and innovation, the expertise and knowledge accumulated through collaboration 
with foreign firms at home may enable them to gain competitive advantages when operating 
abroad (Luo & Tung, 2007).  
Finally, apart from the knowledge and experience accumulated through cooperation with 
foreign firms at home, EMNEs may also have developed their learning capabilities 
domestically. This learning capability may serve as the basis for expertise and knowledge in 
international operations and can be exploited in international contexts to enhance the 
effectiveness of international operations, thus contributing to subsidiary performance (Luo & 
Wang, 2012; Luo &Tung, 2007; Martin & Salomon, 2003). By actively utilising the 
knowledge and capability gained through domestic learning, EMNEs may be in a better 
position to successfully manage overseas subsidiaries and undertake foreign operations. In 
sum, the knowledge and capabilities developed through learning from foreign firms at home 
can be exploited by the overseas subsidiaries of EMNEs, thus affecting their performance. 
Our discussion leads to the following hypothesis:  
H1: Overseas subsidiary performance is positively associated with an EMNE’s domestic 
learning. 
Host market learning 
A subsidiary can be regarded as a means to acquire, assimilate, and exploit knowledge to 
achieve competitive advantages. Therefore, knowledge about foreign markets and a 
subsidiary’s capability to acquire and exploit host market knowledge are among the most 
important sources of a subsidiary’s sustainable competitive advantage. Host market learning 
is defined as the experiential learning of a subsidiary in accumulating knowledge about the 
local market in a host country. An overseas subsidiary’s performance depends on its ability to 
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access and utilise local market knowledge (Eriksson, et al., 1997; Eriksson, Majkgard & 
Sharma, 2000; Zahra, Ireland & Hitt, 2000). The importance of experiential learning 
recognised in the broad literature on MNEs also applies to EMNEs (Hennart, 2012). There 
are two main reasons for this. 
First, host market learning enables a subsidiary of EMNEs to resolve problems or select 
alternative options that align its international operations according to specific local conditions. 
EMNE subsidiaries can effectively adapt their products to local markets and select 
appropriate market segments based on their understanding of local market conditions through 
host market learning. Host country-specific knowledge is context specific and cannot be 
easily acquired (Inkpen & Beamish, 1997; Luo & Peng, 1999). Researchers find that 
knowledge generated in one context has less applicability when transferred across borders 
(Delios & Beamish, 2001; Barkema et al., 1996; Madhok, 1997). Even firms with prior 
international experience can encounter location-based disadvantages which can only be 
resolved by accumulating host country knowledge (Lord & Ranft, 2000; Zhou, Wu & Luo, 
2007). In light of extant research, specific knowledge about a host-country is more valuable 
than generic knowledge about global markets (Dikova, 2009; Wu & Lin, 2010). This may be 
due to the differences in host country markets which require a firm to understand local 
customer preferences and communicate in a manner that appeals to local customers (Day, 
1994). Therefore, local market knowledge accumulated by EMNEs’ subsidiaries through 
directly engaging in host country operations is sticky and difficult to imitate. The tacitness of 
host market knowledge is a valuable source of competitive advantage and is crucial to 
generating satisfactory performance in local markets (Deng, 2009; Li, 2007; Mathews, 2006).  
Second, local market knowledge helps subsidiaries understand local business practices and 
culture and facilitates building local networks (Li, Poppo, & Zhou, 2010; Steensma et al., 
2008; Tsang, 2002). Host market knowledge is also important in helping subsidiaries reduce 
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the liability of foreignness and enhance competitive advantages (Delios & Beamish, 2001; 
Gao et al., 2008). This type of knowledge can only be obtained through an actual presence 
and operations in the local market (Johanson & Vahlne, 1977; Luo, 2004). Subsidiaries with 
a high level of local market knowledge are in a better position to compete against local rivals. 
When subsidiaries are proactively engaged in host market learning, they can establish a 
competitive advantage relative to their rivals. Such learning enables the subsidiaries to 
recognise the importance of cultivating and integrating the diverse experiential market 
knowledge of the host country into their operations, thus affecting subsidiary performance. 
This leads to the following hypothesis: 
 
H2: Overseas subsidiary performance is positively associated with an EMNE’s host market 
learning. 
Synergistic effects  
We have discussed the individual impact of domestic learning and host market learning on 
subsidiary performance above. However, a foreign subsidiary can combine knowledge 
resources accumulated at home (Gupta & Govindarajan, 2000) and local market knowledge 
gained through its own operations in a local host market (Lord & Ranft, 2000). These 
knowledge resources offer the subsidiary the competitive edge in its overseas operations and 
can be exploited simultaneously to boost subsidiary performance (Winter & Szulanski, 2001; 
Xie et al., 2011). This implies that there may be a synergistic effect of the two types of 
learning on subsidiary performance (Fang et al., 2013). Thus, there is a need to go beyond the 
direct impact of domestic learning and host market learning by examining the 
interrelationship between the two types of learning and subsidiary performance.  
Domestic learning is mainly concerned with knowledge about international operational 
modes through OEM, licensing, and linkages with suppliers and foreign buyers, while host 
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market learning is more about the local business context, customers' needs, local culture and 
networks. The former provides subsidiaries with intangible assets and knowledge stock which 
further enhance the impact of host market learning on subsidiary performance, whereas the 
latter enables the subsidiary to apply knowledge from domestic learning to respond to local 
demands and adapt to local market conditions. These two types of knowledge can be 
integrated and combined together to boost overseas subsidiary performance. Such an 
integrative use of knowledge accumulated through these two types of learning produces 
synergistic value beyond which either could provide independently.  
Collaborating with experienced foreign firms at home, EMNEs can develop business links, 
and leverage these links when operating in foreign countries. As discussed above, knowledge 
and expertise accumulated through collaboration with foreign firms at home enable EMNEs 
to learn the operational modes of international activities and develop market-based 
capabilities which can be transferred when they venture abroad. This means that EMNEs’ 
OFDI activities are not detached from what they have learned at home. In this regard, the 
knowledge obtained through learning from foreign firms at home may lead EMNEs to devote 
more effort and time to host market learning. Hence, domestic learning fosters host market 
learning (Li and Cui, 2010). Pre-existing knowledge of international operations also enables 
subsidiaries to better utilise local market knowledge as EMNEs have built knowledge stocks 
and do not need to start from scratch. Equipped with knowledge accumulated through 
domestic learning, subsidiaries can better make sense of the newly acquired host market 
specific knowledge and develop strategies and adapt services and products according to local 
competitive behaviour and market needs (Evans, Mavondo, & Bridson, 2008). By doing so, 
subsidiaries can more effectively convert host market knowledge into improved performance. 
Thus, we hypothesize: 
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H3a: The effect of an EMNE’s host market learning on overseas subsidiary performance is 
positively moderated by domestic learning. 
In addition, to have effective and efficient international operations, knowledge from domestic 
learning needs to be combined with specific host country knowledge, including market 
conditions, government regulations and local networks (Li, Poppo, & Zhou, 2010). We argue 
that the impact of domestic learning on subsidiary performance may be positively moderated 
by host market learning. With increasing host market knowledge, firms become more 
confident of their ability to correctly estimate risks and returns and effectively manage 
foreign operations (Erramili, 1991; Luo, 2004). As firms accumulate more host market 
specific knowledge, they can better exploit knowledge accumulated through domestic 
learning by meeting the specific demands and requirements of local partners and clients in the 
host country. Firms can achieve a higher level of performance in host countries, given that 
subsidiaries can exploit knowledge through domestic learning more effectively when they 
engage in host market learning. In this regard, host market learning strengthens the impact of 
domestic learning on overseas subsidiary performance. Thus, we hypothesize:   
H3b: The effect of an EMNE’s domestic learning on overseas subsidiary performance is 
positively moderated by host market learning. 
The Data and Method 
Sample and data collection 
To collect data, we collaborated with the Asia Pacific Foundation of Canada (APFC) and the 
China Council for the Promotion of International Trade (CCPIT)1. APFC is an independent 
non-governmental organization focusing on Canada’s relations with Asia. CCPIT is China’s 
national non-governmental institution for the promotion of foreign trade, and it has a national 
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network. It allowed us to access its members through its local representatives who are 
familiar with these enterprises, and thus encourage participation in the survey. Conducting 
surveys through local research networks and onsite personal meetings has proved to be 
effective in obtaining reliable and valid information in emerging economies such as China 
(Zhou, Tse & Li, 2006). Previous surveys on China’s outward FDI conducted by the CCPIT 
and APFC have been widely cited (e.g. Luo, Xue & Han, 2010; Luo & Tung, 2007; UNCTD, 
2006). 
Our survey was first developed in English and then, with the assistance of independent 
translators, translated into Chinese, and finally translated back to English to ensure 
conceptual equivalence (Hoskisson, Eden, Lau & Wright, 2000). To ensure the content and 
validity of our measurements, we conducted four in-depth interviews with CCPIT officials 
who are very familiar with firms conducting outward FDI, and asked each respondent to 
verify the relevance and completeness of our measurements. On the basis of their responses, 
we revised a few questionnaire items to enhance their clarity. We then conducted a pilot 
study with ten senior managers who were in charge of outward FDI in the CCPIT’s 
membership enterprises, who not only answered all the items but also provided their feedback 
about the design and wording of the questionnaire. We finalized the questionnaire according 
to the feedback from the pilot study. 
To identify Chinese firms that are active in outward FDI, we matched the CCPIT’s 
membership enterprises list with that of Chinese firms that registered their outward FDI 
activities with China’s Ministry of Commerce (MOFCOM), the administration institute that 
approves and collects information on the outward FDI activities of Chinese firms. The latter 
list was considered the most comprehensive list of Chinese firms that have outward FDI 
activities (Cui & Jiang, 2012). Due to cost and administrative constraints, we randomly chose 
2,000 firms that were CCPIT’s membership enterprises and also on the MOFCOM’s 
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registration list for their outward FDI activities. The CCPIT’s local representatives contacted 
these firms first, and then sent hard copies of the questionnaire to general managers of these 
firms. 
A total of 365 completed questionnaires were received by the headquarters of CCPIT in 
Beijing, representing a response rate of 18.25%. We double checked basic information such 
as firm name, location and industry based on CCPIT’s membership enterprises database, and 
found 32 completed questionnaires contained basic information which was inconsistent with 
that on the CCPIT’s membership enterprises database. Thus, these 32 firms were deleted 
from the data, resulting in 333 verified questionnaires, representing a response rate of 16.7%. 
We also randomly called 20 respondents to confirm that the questionnaire was completed by 
senior managers who were familiar with their firms’ internationalisation activities. A 
comparison of location and industries between the responding firms and non-responding ones 
suggested these two groups of firms have similar distribution patterns in industries and 
location2. We dropped foreign wholly-owned subsidiaries in China (non-Chinese firms) from 
the sample, given that such firms would not be compatible with Chinese firms (Yiu, Lau, & 
Bruton, 2007). The final sample consisted of 200 Chinese firms. 
Dependent variable 
Similar to previous studies (He, Tian & Chen, 2007; Lu et al., 2010; Woodcock, Beamish & 
Makino, 1994), we used a perceptual measure for the overseas subsidiary performance of 
Chinese MNEs. The validity of a perceptual measure for performance raised concerns among 
some researchers who believe that bias may be introduced with subjectivity. Moreover, 
perceptual differences among managers across countries, across firms and across functional 
areas can be caused by the different institutional environments in which managers function 
(Leung et al., 2005, Makhija and Stewart, 2002). However, a perceptual measure can be more 
reliable than objective measures in international business contexts, especially in emerging 
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economies such as China, where objective measures are often unreliable or unavailable (Hult 
et al., 2008; Lukas et al., 2001). The use of a perceptual measure in international business 
also enables researchers to understand the interpretation of an organisation’s performance 
goals by managers (Brouthers, 2002), and the value that a manager may place on specific 
financial, operational, or overall effectiveness performance measures (Hult et al., 2008). 
Furthermore, subsidiaries may have various roles within a MNE’s network, indicating that 
performance outcomes should not be based solely on financial indicators (Dai & Liu, 2009; 
Demirbag et al., 2007). Managers’ satisfaction with a growth rate is considered an 
appropriate measure of subsidiary performance (Cooper & Artz, 1995). Although difficulties 
such as self-enhancement and objectivity might be encountered, self-evaluated surveys have 
been proved to possess strong internal consistency and reliability (Cooper & Artz, 1995; 
Ketokivi & Schroeder, 2004) and have been widely used in previous studies (Andersson, 
Forsgren & Holm, 2002; Birkinshaw, Hood & Young; 2005; He et al., 2007; Lu et al., 2010).  
We employed three seven-point Likert-scale items (1=very dissatisfied; 7=very satisfied) to 
capture managers’ perception of the performance of their most recently established overseas 
subsidiaries in order for managers to more easily identify the focal foreign subsidiary from 
others, and thus increase the reliability of the self-evaluated measures. The survey asked the 
respondents about how satisfied they were in terms of the growth rate of sales, growth rate of 
market share and growth rate of profit in their overseas subsidiaries. Based on these 
components, we used factor analysis to construct a proxy for the subsidiary performance of 
the sample firms.  
Independent variables 
Domestic learning is measured by the extent to which the parent firm has collaborated with 
foreign firms in China. We asked each respondent about whether and to which extent the 
company has been involved collaborating with foreign firms. Based on the evaluation and 
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practical insights of the managers in our pilot study, we used six seven-point Likert scale 
items to measure the extent to which their firms have committed to the following 
collaboration behaviours in the domestic market: (1) become an original equipment 
manufacturer (OEM); (2) introduced foreign capital; (3) established a joint venture with a 
foreign company; (4) introduced foreign production lines and equipment; (5) introduced 
foreign technologies; (6) set-up franchising business for foreign products. Based on these 
components, we used factor analysis to construct a proxy for the domestic learning of the 
sample firms. 
Host market learning is measured by the extent to which the subsidiary has learnt from the 
host market (Li, Poppo, & Zhou, 2010; Steensma et al., 2008; Tsang, 2002). Similarly, we 
asked the respondent about whether and to which extent the subsidiary has engaged in host 
market learning. Based on previous literatures and the practical insights of the managers in 
our pilot study, we developed three seven-point Likert scale items and asked the respondents 
to indicate the extent to which their overseas subsidiaries have: (1) developed local networks 
and partnerships; (2) adapted to local customers’ needs; (3) adapted to local business culture. 
Using these components, we conducted factor analysis to construct a proxy for host market 
learning of the sample firms. 
Control variables 
We controlled for several variables which may also affect subsidiary performance, including 
host country experience measured by foreign subsidiary age (Delios & Beamish, 2001; Fang 
et al., 2007; Gao et al., 2008), firm age measured by the number of years since the founding 
of the parent firm (Fang, Wade, Delios & Beamish, 2007; Zhou, Wu & Luo, 2007), and firm 
size measured by the logarithm of the total asset of the parent firm (Lu et al., 2010; Luo & 
Peng, 1999). We also controlled for the ownership effect using an ownership dummy to 
distinguish state-owned enterprises and private firms (Wu & Lin, 2010). We also included the 
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variable of returnee which measures the international experience of the top management team 
of the sample firms. Returnees are defined as people who have studied and/or worked in 
foreign countries and returned to China (Filatotchev, et al., 2009). Such a measure enables us 
to control for the ability of a top management team to leverage or transfer domestic learning 
to boost overseas subsidiary performance (Clercq et al., 2012). We created a dummy variable 
which takes the value of one if firms have returnee(s) in the top management teams, and zero 
otherwise. We also included industry dummies to control for industry specific effects. 
Results 
Measurement testing 
We tested the construct composite reliability (CR), convergent and discriminant validity of 
the constructs in accordance with accepted practice (Anderson & Gerbing, 1988; Fornell 
&Larcker, 1981). The CR values for all constructs were good, ranging from 0.82 to 0.88. The 
three-factor confirmatory factor analysis (CFA) model provided a good overall fit with the 
data, with all indices meeting the respective criteria: χ2(51)=133.36, p<0.001; NNFI=0.92; 
CFI=0.93; RMSEA=0.090; SRMR=0.067. Table 1 presents the CFA results, which indicate 
good convergent validity. The average variance extracted (AVE) and the square of the 
correlations between constructs are listed in Table 2. Discriminant validity is established if 
the AVE is larger than the squared multiple correlation coefficients between constructs 
(Fornell and Larcker, 1981). Our results meet this criterion, thus providing strong support of 
discriminant validity. Hence, the measurement scales used in this study were found to be 
reliable and valid. 
To minimize the effect of common method variance, we took the following steps. First, 
multiple item constructs were used in our survey, since response biases are more likely to 
occur at the item level than at the construct level. In addition, our main hypotheses involve 
20 
 
moderating effects. It is observed that complex relationships between the dependent and 
independent variables are not part of the respondents’ theory-in-use (Chang, Van 
Witteloostuijn & Eden, 2010). This helps reduce the risks of common method variance. 
Finally, we conducted Harman’s single-factor test and found that the single factor model 
demonstrated a poor fit to the data. Thus, common methods bias is not a major threat to the 
subsequent hypothesis testing. 
[INSERT TABLE 1 & TABLE 2 NEAR HERE] 
Model testing  
Table 3 shows the descriptive statistics. We first tested all control variables in Model 1 before 
adding independent variables, domestic learning and host market learning in Model 2. We 
then added the interaction terms in Model 3. Table 4 summarises the results for Model 1, 2 & 
3.  
[INSERT TABLE 3 & TABLE 4 NEAR HERE] 
Hypothesis 1 posits that there is a positive association between domestic learning and foreign 
subsidiary performance. The results from Model 2, indicate that the variable of domestic 
learning is statistically significant (β=0.160, p<0.001) and positively associated with foreign 
subsidiary performance. However, the results from Model 3 show that the effect of domestic 
learning on subsidiary performance is contingent on host market learning. Thus, Hypothesis 1 
is partially supported. 
Hypothesis 2 predicts that host market learning will be positively associated with foreign 
subsidiary performance. The results from Model 2 show that the coefficient for host country 
learning is statistically significant and positively associated with foreign subsidiary 
performance, suggesting that a higher level of host market learning leads to a better foreign 
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subsidiary performance (β=0.473, p<0.001). Host market learning remains significantly 
positive in the interaction Model 3 (β=0.283, p<0.01). Thus, Hypothesis 2 is fully supported. 
In Model 2, the coefficients of all the independent variables represent the average effect of a 
change in these variables on the dependent variable. However, in Model 3, the coefficients of 
the independent variables, such as domestic learning and host market learning, should not be 
interpreted as the average effect of a change in these variables on the dependent variable, 
foreign subsidiary performance, because these coefficients only capture the effects of the 
independent variables on foreign subsidiary performance when the conditioning variable is 
zero (see Brambor, Clark & Golder, 2006 for a more detailed explanation). The marginal 
effects of these independent variables on foreign subsidiary performance can be significant 
even when the coefficients of these variables are insignificant as presented in Table 4, 
because of the addition of the interaction term. In other words, the interaction Model 3 asserts 
that the effect of a change in the independent variables on foreign subsidiary performance 
depends on the value of the conditioning variables. For example, the coefficient of domestic 
learning is 0.160 (p<0.001) in Model 2, but changes to -0.205 (i.s.) in Model 3 when the 
interaction term is added. This inconsistency is due to the fact that the coefficient of domestic 
learning in Model 3 only captures the effect of domestic learning on subsidiary performance 
when host market learning is equal to 0, unlike in Model 2 where the coefficient represents 
the average effect of domestic learning on subsidiary performance. In Model 3, the marginal 
effect of domestic learning on performance is [-0.205+0.078*(host market learning)]. A 
detailed explanation is provided in the Appendix A.   
Therefore, in order to provide a meaningful and informative interpretation of the results, such 
as the marginal effect of independent variables on foreign subsidiary performance, it is 
necessary to calculate the standard error of interest and plot the marginal effect over the range 
of the conditioning variable. Such an exercise enables us to determine over which range of 
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the conditioning variable the marginal effect of the independent variables on foreign 
subsidiary performance is significant.  
For the purpose of determining the range of host market learning over which the effect of 
domestic learning on foreign subsidiary performance is significantly increased, we follow the 
guidelines by Brambor, Clark & Golder (2006) and Dobbin & Dowd (2000) and plot the 
marginal effect of domestic learning on foreign subsidiary performance on the condition of 
host market learning (Figure 1). When both upper and lower 95% confidence interval lines 
(broken lines) are above or below the zero line, domestic learning has a statistically 
significant effect on foreign subsidiary performance. The lower 95% confidence interval 
crossed the zero line when the score of host market learning equals 4.14 under which the 
marginal effect of domestic learning on foreign subsidiary performance is [-
0.205+0.078*(4.14) =0.113; s.e. =0.057; p<0.05]. Therefore, when host market learning 
scores between 4.14 and 7, domestic learning has a statistically significant effect on foreign 
subsidiary performance, and such a relationship is positively moderated by host market 
learning. Among the 200 sample firms, 137 firms (68.5%) fall in this range. Therefore, even 
though the marginal effect of domestic learning is only significant over a limited range of 
host market learning when considering the moderation effect of the latter, over two-third of 
the sample firms fall in this range. This indicates that host market learning enhances the 
impact of domestic learning on foreign subsidiary performance for the majority sample firms. 
When the host market learning scores below 4.14, the marginal effect of domestic learning on 
foreign subsidiary performance becomes insignificant. Therefore, Hypotheses 3a is supported 
within the range of host market learning between 4.14 and 7. 
Following the same technique, the marginal effect of host market learning on foreign 
subsidiary performance on the condition of domestic learning is plotted and presented in 
Figure 2. The figure shows that the marginal effect of host market learning on foreign 
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subsidiary performance is significantly positive over the whole range of domestic learning. 
This effect is positively moderated by the level of domestic learning. Thus, Hypotheses 3b is 
fully supported. 
By considering Figure 1 and Figure 2 together, it is clear that there is a synergistic effect 
whereby domestic learning and host market learning mutually reinforce each other’s effect on 
subsidiary performance. The positive effect of domestic learning on subsidiary performance 
becomes significant when host market learning reaches 4.14 and increases with the growth in 
host market learning, whereas the positive effect of host market learning on subsidiary 
performance is significant over the whole range of domestic learning and becomes stronger 
with any increase in domestic learning. 
[INSERT FIGURE 1 & FIGURE 2 NEAR HERE] 
Discussion 
Our study reveals several important findings. First, subsidiary performance is strongly 
associated with domestic learning. This indicates that learning through collaborating with 
foreign firms at home has deepened Chinese firms’ understanding of international markets 
and helped them accumulate international knowledge and considerable financial and 
operational assets before venturing abroad (Deng, 2009; Lane et al., 2001; Luo, 2004). 
Previous studies proposed that Chinese firms are likely to accelerate their subsequent outward 
FDI and increase their commitment to international markets by leveraging their learning 
experience through inward FDI (Deng, 2009; Luo & Tung, 2007). Our results extend this 
stream of research by linking domestic learning to the performance of overseas subsidiaries 
and disclose that domestic learning not only motivates outward FDI (Gu & Lu, 2011: Gao, et 
al., 2013), but also contributes to EMNEs’ subsidiary performance in host countries. This 
finding challenges the view that Chinese firms are latecomers who lack international 
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knowledge and experience (Liu and Buck, 2009; Mathew, 2006). Although Chinese firms are 
indeed latecomers in the global market comparing to western firms, their exposure to 
international collaboration at home can be exploited in overseas subsidiaries. Such domestic 
learning helps them build competitive advantages and improve subsidiary performance.   
Second, our research explicitly examines and measures the extent to which host market 
learning helps subsidiaries to achieve better subsidiary performance in a host country. 
Previous research focused on host country experience measured by the number of years of 
investment history a subsidiary had in the host country (Gao et al., 2008; Luo & Peng, 1999; 
Wu & Lin, 2010). However, the number of years of operations in a host country is not 
equivalent to the amount of knowledge accumulated about the host market as learning 
requires proactive commitment of time and resources. By considering both host market 
learning and host country experience measured by the age of a subsidiary (as a control 
variable), we find that it is host market learning instead of subsidiary age that has a 
significant impact on subsidiary performance. This shows that having a long history in a host 
country does not guarantee satisfactory subsidiary performance. Our findings contribute to 
the existing literature by offering a novel explanation for why the empirical results of the 
performance outcomes of host country experience are not always consistent (Delios & 
Beamish, 2001; Makino & Delios, 1996; Wu & Lin, 2010).  
Finally, our research shows that domestic learning and host market learning have a positive 
synergistic effect on subsidiary performance. It is important to take into account the 
synergistic effects arising from the combined usage of different knowledge resources because 
foreign subsidiary operations often require a broad scope of knowledge including knowledge 
gained through domestic learning (Fang et al., 2013) and gathered from a host country (Lord 
& Ranft, 2000). The positive effect of domestic learning on subsidiary performance is 
significant only when the variable of host market learning scores 4.14 or above, and it is 
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positively moderated by host market learning (Figure 1). This indicates that firms can only 
convert knowledge learned at home into foreign subsidiary performance when they have 
accumulated a certain amount of host country-specific knowledge and adapted their business 
according to local markets. Knowledge accumulated from domestic learning may not have 
any impact on overseas subsidiary performance if a subsidiary does not proactively 
reconfigure internal structures, systems, and processes to fit the new market environment 
based on a deep understanding of the host market (Ruigrok & Wagner, 2003).  
Meanwhile, the effect of host market learning on subsidiary performance is positively 
moderated by the level of domestic learning (Figure 2). This indicates that firms with a high 
level of domestic learning can amplify the positive effect of host market learning on 
subsidiary performance. This implies that firms with accumulated knowledge through 
collaborating with foreign partners back home have a better capability to exploit host market 
specific knowledge. Therefore, they are able to benefit more from their host market learning 
by leveraging the knowledge and capabilities accumulated through domestic learning than 
firms with a lower level of domestic learning. In contrast with the diminished impact of 
domestic learning on subsidiary performance when host market learning is low, the impact of 
host market learning on subsidiary performance remains positive regardless of the level of 
domestic learning. This shows that host market specific knowledge is irreplaceable by 
knowledge accumulated through domestic learning. Experiential learning which is 
accumulated in a host country is a crucial and non-substitutable element in subsidiary 
performance, whereas the benefits of domestic learning are not automatic, but contingent on 
the level of host market knowledge.  
This study takes a first step toward examining the impact of different types of learning, such 
as domestic learning and host market learning, on subsidiary performance and whether there 
are some synergetic effects between the two forms of learning. It contributes to existing 
26 
 
literature in several ways. First, our research broadens the concept of experiential learning by 
taking account of the domestic learning that firms accumulate through international 
collaboration at home. This represents an important extension of prior research by capturing 
the characteristics of EMNEs that have actively engaged in various forms of collaboration 
with foreign firms in their home country. Collaborating with foreign firms at home has served 
as a training ground for the international operations of EMNEs. Second, we consider synergic 
effects between the two types of learning. We not only differentiate the impact of host market 
learning from domestic learning, but also examine the extent to which the two types of 
learning complement and mutually reinforce each other, jointly affecting subsidiary 
performance. This thus sheds light on the interrelationship between different types of learning 
and subsidiary performance, which has been underexplored. Third, this study is among the 
few which appropriately and informatively interpret the interaction effects between different 
types of learning. Our more fine-grained analysis of interaction effects based on Brambor, 
Clark & Golder (2006) reveals additional insights into the moderating effect of the two types 
of learning. The impact of domestic learning on subsidiary performance is conditional on a 
medium-high level of host market learning and becomes significant only when a subsidiary 
has accumulated sufficient local knowledge. Meanwhile, the marginal effect of host market 
learning on subsidiary performance is positively significant given any level of domestic 
learning. Thus, the findings reveal the interrelationship between the two types of learning and 
represent an empirical contribution. 
Managerial implications 
The findings of this study have important implications for managers. First, unlike suggestions 
by previous research that firms can only start to accumulate knowledge about international 
operations through experiential learning (Johanson and Vahlne, 1977, 1990), our findings 
indicate that EMNEs can start to build up their knowledge about international operations 
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through collaborating with foreign firms at home. Managers of EMNEs should proactively 
seek the opportunity to work with and learn from foreign firms at home to develop their 
learning capacities and to accumulate knowledge resources for their overseas subsidiary 
operations. Managers can draw on domestic learning to build their competitive advantage in 
foreign markets, and convert learning experience at home into desirable subsidiary 
performance.  
Furthermore, managers also need to invest in host market learning in order to gain sufficient 
host country-specific knowledge. Managers should seek more information about local 
markets from various means, such as government agencies, embassies and business 
associations in foreign countries, to develop a better understanding of local host markets in 
which their subsidiaries operate. Managers should be aware of the importance of host market 
learning. Without sufficient local-specific knowledge, the effect of domestic learning on 
subsidiary performance will be diminished.  
Finally, the central message which can be drawn from our research is that both host market 
learning and domestic learning are complementary and jointly enhance subsidiary 
performance. Managers should take a holistic view of engaging in learning when undertaking 
OFDI activities overseas. Parental firms should transfer the knowledge accumulated through 
collaborating with foreign firms at home to overseas subsidiaries which should then combine 
this knowledge with host country-specific knowledge to enhance subsidiary performance. By 
exploiting the two types of learning simultaneously, overseas subsidiaries can achieve a 
higher level of performance than relying on one type of learning or exploiting each type of 
learning separately. This will help to increase EMNEs’ chance of success in overseas markets.  
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Limitations and future studies 
Our study has some limitations which represent avenues for future studies. First, we only 
used a perceptual measure for subsidiary performance. Future studies could use objective 
measures to compare how domestic learning and host market learning affect different 
dimensions of subsidiary performance. Second, our sample is based on membership of 
CCPIT, which may expose the study to selection bias although the data using the same survey 
method has been employed in previous studies (Lu, Liu and Wang, 2011; Luo, Xue & Han, 
2010). Third, our study is based on a sample of Chinese MNEs, but further research is needed 
to examine whether our findings can be generalized in other emerging economy contexts. In 
addition, this study classified two types of learning, domestic learning and host market 
learning, to capture the experiential learning of EMNEs in an international context. However, 
we did not distinguish learning through collaboration and the focal firms’ own experiences of 
operations. Future study could further delineate learning in order to provide a more 
comprehensive picture of how different types of learning contribute to EMNE subsidiary 
performance. Finally, as the sample covers only the newest subsidiaries, this research cannot 
show how persistent the effect of pre-learning and host-country learning will be. Future 
research could take a longitudinal approach to explore whether there is a lasting effect of 
various types of learning on foreign subsidiary performance and when different kinds of 
learning started to take effect. Further examination of this issue will help to advance our 
understanding of EMNEs.  
Conclusions 
This study has examined the learning effect on the subsidiary performance of a sample of 
Chinese MNEs. Adopting a learning perspective, we focus on the link between domestic 
learning, host market learning and subsidiary performance. The findings show that learning 
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by collaborating with foreign firms at home positively contributes to subsidiary performance 
along with host market learning. There are some synergetic effects between host market 
learning and domestic learning, and these two types of learning mutually reinforce and jointly 
contribute to subsidiary performance. The evidence indicates that different types of learning 
are crucial to enhancing the subsidiary performance of EMNEs.   
 
  
30 
 
References 
Argote, L. 1999. Organizational learning: creating, retaining, and transferring knowledge.  
Norwell, MA: Kluwer. 
Bangara, A., Freeman, S., and Schroder, W. 2012. Legitimacy and accelerated 
internationalisation: An Indian perspective. Journal of World Business, 47, 623–634. 
Barkema, H. G., Bell, J. H. J., & Pennings, J. M. 1996. Foreign entry, cultural barriers and 
learning. Strategic Management Journal, 17: 151-166. 
Barkema, H. G., & Vermeulen, F. 1998. International expansion through start-up or 
acquisition: A learning perspective. Academy of Management Journal, 41: 7–26. 
Brambor T, Clark WR, Golder M.  2006. Understanding interaction models: Improving 
empirical analyses. Political Analysis 14: 63-82.  
Brouthers, K. D. (2002) ‘Institutional, Cultural and Transaction Cost Influences on Entry 
Mode Choice and Performance’, Journal of International Business Studies, 33(2): 
203-221. 
Buckley, P. Clegg, J., and Wang, C. 2002. The impact of inward FDI on the performance of 
Chinese Manufacturing Firms. Journal of International Business Studies, 33(4): 637-655. 
Buckley, P. J., Clegg, J., & Wang, C. 2007. Is the relationship between inward FDI and 
spillover effects linear? An empirical examination of the case of China. Journal of 
International Business Studies, 38(3): 447–459. 
Buck, TW, Liu, X, Wei, Y. & Liu, X.M. 2007. The Trade Development Path and Export 
Spillovers in China: A Missing Link? Management International Review, 47, 683-706. 
Carlsson J., Nordegren A., & Sjoholm, F. 2005. International experience and the performance 
of Scandinavian firms in China, International Business Review, 14(1): 21–40. 
Chao, M. & Kumar, V. 2010. The impact of institutional distance on the international 
diversity–performance relationship, Journal of World Business, 45(1): 93–103. 
31 
 
Chiang, Y.-C. & Yu, T.-H., 2005. The Relationship between Multinationality and the 
Performance of Taiwan Firms, Journal of American Academy of Business, 6(1): 130–
134. 
Clercq, D. D., Sapienza, H. J., Yavuz, R. I. & Zhou, L. 2012. Learning and knowledge in 
early internationalization research: Past accomplishments and future directions. 
Journal of Business Venturing, 27: 143-165. 
Contractor, F., 2007. Is International Business Good for Companies? The Evolutionary or 
Multi-Stage Theory of Internationalization vs. The Transaction Cost Perspective, 
Management International Review, 47(3): 453–475. 
Contractor, F., Kundu, S. & Hsu, C. C. 2003. A Three-stage Theory of International 
Expansion: The Link between Multinationality and Performance in the Service Sector, 
Journal of International Business Studies, 34(1): 5–18. 
Cuervo-Cazurra, A. 2006. Who cares about corruption? Journal of International Business 
Studies, 37: 803–822.  
Cuervo-Cazurra, A. 2008. The effectiveness of laws against bribery abroad. Journal of 
International Business Studies, 39: 957–979.  
Cui, J. and F. Jiang. 2012. State ownership effect on firms’ FDI ownership decisions under 
institutional pressure: A study of Chinese outward-investing firms. Journal of 
International Business Studies, 43: 1-21.  
Day, G. S. 1994. The capabilities of market-driven organizations. Journal of Marketing, 
58(4): 37–52 
Demirbag, M., Tatoglu, E. and Glaister, K. W. 2007. Factors influencing perceptions of 
performance: The case of Western FDI in an emerging market, International Business 
Review, 16(3): 310-336. 
32 
 
Deng, P. 2009. Why do Chinese firms tend to acquire strategic assets in international 
expansion? Journal of World Business, 44:74-84. 
Deng, P. 2012. The internationalization of Chinese firms: A critical review and future 
research. International Journal of Management Reviews, 14(4): 408–427.  
Dikova, D. 2009. Performance of foreign subsidiaries: Does psychic distance matter?, 
International Business Review, 18(1): 38–49. 
Delios, A. 2011. Experience and a firm's performance in foreign markets: A commentary 
essay, Journal of Business Research, 64(2): 227–229. 
Delios, A. & Beamish, P.W. 2001. Survival and profitability: the roles of experience and 
intangible assets in foreign subsidiary performance. Academy of Management Journal, 
44(5): 1028–1038 
Dobbin, F. & Dowd, T. J. 2000. The market that antitrust built: Public policy, private 
coercion, and railroad acquisitions, 1825 to 1922. American Sociological Review, 65: 
631-657. 
Eriksson, K., Johanson, J., Majkgard, A., & Sharma, D. D. 1997. Experiential knowledge and 
cost in the internationalization process. Journal of International Business Studies, 
28(2): 337–360.  
Eriksson, K., Majkgard, A., & Sharma, D. D. 2000. Path dependence and knowledge 
development in the internationalization process. Management International Review, 
40(4): 307–328.  
Erramilli, M. K. 1991. The experience factor in foreign market entry behavior of service 
firms. Journal of International Business Studies, 22: 479-501. 
Errunza, V.R. & Senbet, L.W. 1984. International corporate diversification, market valuation, 
and size-adjusted evidence, Journal of Finance, 39(3): 727–745 
33 
 
Evans, J., Mavondo, F. T., & Bridson, K. 2008. Psychic distance: Antecedents, retail strategy 
implications and performance outcomes. Journal of International Marketing, 16(2): 
32–63.  
Fang, Y., Wade, M., Delios, A. & Beamish, P. W. 2013. An exploration of multinational 
enterprise knowledge resources and foreign subsidiary performance, Journal of World 
Business, 48(1): 30–38. 
Fang, Y., Wade, M., Delios, A., & Beamish, P. W. 2007. International diversification, 
subsidiary performance, and the mobility of knowledge resources, Strategic 
Management Journal, 28: 1053-1064. 
Filatotchev, I., Liu, X. H., Buck, T., & Wright, M. (2009). The export orientation and export 
performance of high-technology SMEs in emerging markets: The effects of knowledge 
transfer by returnee entrepreneurs. Journal of International Business Studies, 40, 1005-
1021. 
Gao, G., Pan Y., Lu J. & Tao Z. 2008. Performance of Multinational Firms' Subsidiaries: 
Influences of Cumulative Experience, Management International Review, 48(6): 749-
768 
Girma, S. & Gong, Y. 2008. Putting people first? Chinese state-owned enterprises’ 
adjustment to globalizaiton, International Journal of Industrial Organization, 26: 
573-585. 
Gu, Q. & Lu, W.Z. 2011. Effects of inward investment on outward investment: Venture 
capital industry worldwide 1985-2007. Journal of International Business Studies, 
42(2): 263-284.  
Gubbi, S., Aulakh, P., Ray, S., Sarkar, M.B. & Chittoor, R. 2010. Do international 
acquisitions by emerging-economy firms create shareholder value? The case of Indian 
firms, Journal of International Business Studies, 41(3): 397-418. 
34 
 
Gupta, A. K., & Govindarajan, V. 2000. Knowledge flows within multinational corporations. 
Strategic Management Journal, 21: 473–496 
Habib, M., & Zurawicki, L. 2002. Corruption and foreign direct investment. Journal of 
International Business Studies, 33: 291–307.  
Hennart, J. F. 2012. Emerging market multinationals and the theory of the multinational 
enterprise. Global Strategy Journal, 2, 168-187. 
Huber, G.P. 1991. Organizational learning: the contributing processes and the literatures. 
Organization Science, 2(1): 88-115. 
Hult, G.T. & Ferrell, O.C. 1997. A global learning organization structure and market 
information processing. Journal of Business Research, 40(2): 155–66. 
Hult, G. T., Ketchen,David J.,,Jr, Griffith, D. A., Chabowski, B. R., Hamman, M. K., Dykes, 
B. J., Pollitte, W. A. and Cavusgil, S. T. 2008. An assessment of the measurement of 
performance in international business research, Journal of International Business 
Studies, 39(6): 1064-1080. 
Hurley, R. & Hult, T. 1998. Innovation, market orientation, and organizational learning: An 
integration and empirical examination, Journal of Marketing, 62(3): 42–54. 
Inkpen, A. C. & Beamish, P. W. 1997. Knowledge, bargaining power, and the instability of 
international joint ventures. Academy of Management Review, 22: 177-202. 
Johanson, J. & Vahlne, J. 1977. The Internationalization process of the firm: A model of 
knowledge development and increasing foreign market commitments, Journal of 
International Business Studies, 8(1): 23–32. 
Johanson, J., & Vahlne, J. 1990. The mechanism of internationalisation. International 
Marketing Review, 7, 11-24.  
35 
 
Jormanainen, I., and Koveshnikov, A. 2012. International activities of emerging market firms: 
A Critical Assessment of Research in Top International Management Journals. 
Management International Review, 52, 691–725. 
Lane, P. J., Salk, J. E., & Lyles, M. A. 2001. Absorptive capacity, learning, and performance 
in international joint ventures. Strategic Management Journal, 22: 1139–1161. 
Leung, K., Bhagat, R. S., Buchan, N. R., Erez, M. and Gibson, C. B. 2005. Culture and 
International Business: Recent Advances and their Implications for Future Research, 
Journal of International Business Studies, 36(4): 357-378. 
Li, H. & Cui, G. 2010. Inward Activities and the Internationalization of Firms: Evidence 
from China's Emerging Market. A paper presented in the international Association of 
Chinese Management Research conference in Shanghai, China, June 2010.  
Li, J.J., Poppo, L. & Zhou, K. Z. 2008. Do managerial ties in China always produce value? 
Competition, uncertainty, and domestic vs. foreign firms. Strategic Management 
Journal, 29(4): 383–400. 
Li, J. J., Poppo, L., & Zhou, K. Z. 2010. Relational mechanisms, formal contracts, and local 
knowledge acquisition by international subsidiaries, Strategic Management Journal, 
31: 349-370. 
Li P. 2007. Toward an integrated theory of multinational evolution: the evidence of Chinese 
multinational enterprises as latecomers. Journal of International Management, 13(3): 
296–318.  
Liu, X., & Buck, T. 2009. The internationalization of Chinese firms: Two case studies from 
Lenovo and BOE, Journal of Chinese Economic and Business Studies, 7, 167-181. 
Liu, Z. 2008. Foreign direct investment and technology spillovers: Theory and evidence, 
Journal of Development Economics, 85: 176-193. 
36 
 
Lu, J. W. & Beamish, P. W. 2004. International Diversification and Firm Performance: The 
S-Curve Hypothesis, Academy of Management Journal, 47(4): 598–609. 
Lu, J., Liu, X., & Wang, H. 2011. Motives for Chinese outward FDI: Firm resources, industry 
dynamics, and government policies. Management and Organization Review, 7(2): 
223–248. 
Lu, J., Liu, X., Filatotchev, I., & Wright, M. 2014a. The impact of domestic diversification 
and top management teams on the international diversification of Chinese firms. 
International Business Review, 23(2): 455-467. 
Lu, J., Liu, X., Wright, M. & Filatotchev, I. 2014b. FDI Location Choices of Chinese Firms: 
The Moderating Effects of Home Country Government Support and Host Country 
Institutions on Internationalization Experience, Journal of International Business 
Studies, 45(4): 428–449. 
Lu, Y., Zhou, L., Bruton, G., & Li, W. 2010. Capabilities as a mediator linking resources and 
the international performance of entrepreneurial firms in an emerging economy. 
Journal of International Business Studies, 41: 419-436. 
Lukas, B. A., Tan, J. J. and Hult, G. T. M. 2001. Strategic Fit in Transitional Economies: The 
Case of China's Electronics Industry, Journal of Management, 27(4): 409-429. 
Luo Y. 2002. Capability Exploitation and Building in a Foreign Market: Implications for 
Multinational Enterprises, Organization Science, 13(1): 48-63. 
Luo, Y. 2004. Coopetition in international business. Copenhagen: Copenhagen Business 
School Press. 
Luo, Y., & Peng, M. W. 1999. Learning to compete in a transition economy: Experience, 
environment and performance. Journal of International Business Studies, 30: 269–
296. 
37 
 
Luo, Y. & Tung, R. L. 2007. International expansion of emerging market enterprises: A 
springboard perspective.  Journal of International Business Studies, 38, 481-498. 
Luo, L., & Wang, L. 2012. Foreign direct investment strategy by developing country 
multinationals: A diagnostic model for home country effects. Global Strategy Journal, 2, 
244-261.  
Madhok, A. 1997. Cost, value and foreign market entry mode: The transaction and the firm. 
Strategic Management Journal, 18: 39-61. 
Martin, X., & Salomon, R. 2003. Tacitness, learning, and international expansion: A study of 
foreign direct investment in a knowledge-intensive industry. Organization Science, 14: 
297–311. 
Mathews, J. 2006. Dragon multinationals: new players in 21st century globalization. Asia 
Pacific Journal of Management, 23(1): 5–27. 
Meyer, K., Ding, Y., Li, J. & Zhang, H. 2014. Overcoming distrust: How state-owned 
enterprises adapt their foreign entries to institutional pressures abroad, Journal of 
International Business Studies, advance online publication, April 17, 2014; 
doi:10.1057/jibs.2014.15. 
Miller, K., & Bromiley, P. 1990. Strategic risk and corporate performance: An analysis of 
alternative risk measures. Academy of Management Journal, 33: 756–779. 
Motohashi, K. & Yuan, Y. 2010. Productivity impact of technology spillover from 
multinationals to local firms: Comparing China’s automobile and electronics 
industries, Research Policy, 39: 790-798. 
Peng, M. 2001. The resource-based view and international business. Journal of Management, 
27(6): 803-829. 
Ramamurti, R., and Singh, J.V. 2009. Emerging Multinationals in Emerging Markets. 
Cambridge: Cambridge University Press. 
38 
 
Sambharya R.B., 1995. The combined effect of international diversification and product 
diversification strategies on the performance of U.S.-based multinational corporations 
Management International Review, 35(3): 197–218 
Santos-Vijande, M. L., Lopez-Sanchez, J. A., & Trespalacios, J. A., 2012. How 
organizational learning affects a firm’s flexibility, competitive strategy and 
performance, Journal of Business Research, 65: 1079-1089. 
Slater, S.F. & Narver, J.C. 1995. Market orientation and the learning organization. Journal of 
Marketing, 59(3):63–74  
Sinkula, J. 1994. Market information processing and organizational learning. Journal of 
Marketing, 58(1):35–45. 
Steensma, H.K., Barden, J.Q. Dhanaraj, C., & Tihanyi, L. 2008. The evolution and 
internalization of international joint ventures in a transitioning economy. Journal of 
International Business Studies, 39: 491–507. 
Tian, X. 2007. Accounting for sources of FDI technology spillovers: Evidence from China. 
Journal of International Business Studies, 38(1): 147–159. 
Tsang, E. 2002. Acquiring knowledge by foreign partners from international joint ventures in 
a transition economy: learning-by-doing and learning myopia. Strategic Management 
Journal, 23(9): 835–854. 
UNCTAD 2013. World investment report 2013: Global value chains: Investment and trade 
for development. United Nation: New York and Geneva. 
Wang, C., Hong, J., Kafouros, M., & Boateng, A. (2012). What drives outward FDI of 
Chinese firms? Testing the explanatory power of three theoretical frameworks. 
International Business Review, 21(3): 425–438.   
Wei, S. J. (2000). How taxing is corruption on international investors. Review of Economics 
and Statistics, 82: 1–11.  
39 
 
Wei, Y. & Liu, X. 2006. Productivity spillovers from R&D, exports and FDI in China’s 
manufacturing sector. Journal of International Business Studies, 37(3): 544-557.  
Wei, Y, Zheng, N, Liu, X. & Lu, J 2014. Expanding to outward foreign direct investment or 
not? A multi-dimensional analysis of entry mode transformation of Chinese private 
exporting firms, International Business Review, 23(2): 356-370.  
Winter, S., & Szulanski, G. 2001. Replication as strategy. Organization Science, 12(6): 730–
743 
Wu, W. &  Lin, C. 2010., Experience, environment, and subsidiary performance in high-tech 
MNEs, Journal of Business Research,  63: 1301-1309. 
Xie, Y. H., Zhao, H. J., Xie, Q. J. & Arnold, M. 2011. On the determinants of post-entry 
strategic positioning of foreign firms in a host market: A “strategy tripod” perspective, 
International Business Review, 20: 477-490. 
Yeoh, P.L., 2004. International learning: antecedents and performance implications among 
newly internationalizing companies in an exporting context. International Marketing 
Review, 21 (4/5), 511–535 
Zahra, S. A., Ireland, R. D., & Hitt, M. A. 2000. International expansion by new venture 
firms: International diversity, mode of market entry, technological learning, and 
performance. Academy of Management Journal, 43: 925–950. 
Zhang, Y., Li, H., Li, Y., & Zhou, L. 2010. FDI spillovers in an emerging market: The role of 
foreign firms’ country origin diversity and domestic firms’ absorptive capacity. 
Strategic Management Journal, 31(9): 969–989. 
Zhou, L., Wu, W., & Luo, X. 2007. Internationalization and the performance of born-global 
SMEs: The mediating role of social networks. Journal of International Business 
Studies, 38: 673–690. 
40 
 
Zou, H.A. & Ghauri, P.N. 2010. Internationalizing by learning: the case of Chinese high-tech 
new ventures. International Marketing Review, 27(2): 223–244. 
41 
 
Appendix A  
 
Equation 1 represents a more generic form of Model 3 which includes both independent variables and the interaction term: 
Y=β0 + β1X + β2Z + β3XZ + ε       1 
The marginal effect of X on Y is _β1 + β3Z. It is clear that β1 only captures the effects of the independent variable X on dependent variable Y 
when the conditioning variable Z is zero. Therefore, in order to see whether X has a significant marginal effect on Y, we need to calculate the 
standard error of β1 + β3Z instead of the standard error of β0, β1, β2, or β3. The standard error of the marginal effect coefficient is (Brambor et al., 
2006; Dobbin & Dowd, 2000): 
𝜎𝜕𝜕
𝜕𝜕
= �var(𝛽1) + Z2var(𝛽3) + 2Zcov(𝛽1𝛽3) 
If the covariance term is negative, it is entirely possible for β1 + β3Z to be significant for substantively relevant values of Z even if coefficients of 
the model parameters are insignificant (Brambor et al., 2006). Therefore, the conventional way of presenting results in tables and discussing the 
significance of β1, β2 and β3 can be less informative or even misleading. Although researchers in the international business field start to plot 
interaction effects by presenting the effect of X on Y when Z is high or low (e.g. Fang et al., 2013), without calculating the standard errors of the 
marginal effects of X, this kind of plotting presents an incomplete picture of the international terms because it does not show whether the 
marginal effect of X on Y is statistically significant, or over which range of Z the effect is statistically significant.  
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Table 1: Measurement scales and properties 
constructs Measurement items CR Factor loading R2 value 
Subsidiary performance 0.88 
 Subsidiary profit growth  0.80 0.64 
 Subsidiary sales growth  0.88 0.77 
 Subsidiary market share growth  0.84 0.71 
Domestic learning 0.88 
 OEM  0.62 0.38 
 Foreign capital  0.79 0.62 
 Joint venture  0.79 0.62 
 Foreign production line  0.78 0.61 
 Foreign skills  0.85 0.72 
 License for foreign product  0.62 0.38 
Host market learning 0.82 
 Developed local networks and partnerships  0.81 0.66 
 Adapted to local customers’ needs  0.85 0.72 
 Adapted to the local business culture  0.69 0.48 
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Table 2: Discriminant validity 
Constructs International 
performance 
Domestic learning Host market 
learning 
Subsidiary performance 0.71   
Domestic learning 0.10 0.55  
Host market learning 0.34 0.08 0.62 
Note: Variances extracted are on the diagonal; square correlations are off-diagonal. 
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Table 3: Means, standard deviations and correlations 
 Mean S.d. 1 2 3 4 5 6 7 8 
1. Subsidiary performance 4.01 0.86 1.000        
2. Domestic learning 2.70 1.10 0.376 1.000       
3. Host market learning 4.59 1.05 0.626 0.318 1.000      
4. Host country experience 3.00 2.79 0.068 0.087 0.053 1.000     
5. Firm age 18.21 15.17 0.044 0.128 0.006 0.038 1.000    
6. Ownership 0.27 0.45 -0.036 -0.090 -0.085 -0.061 0.339 1.000   
7. Firm size 6.52 2.24 0.130 0.151 0.026 0.015 0.393 0.266 1.000  
8. Returnee 0.57 0.50 0.175 0.070 0.137 0.033 0.036 0.051 0.140 1.000 
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Table 4: Results for testing the impact of domestic learning and host market learning 
Variables Model 1 Model 2 Model 3 
Domestic learning  0.160*** 
(0.049) 
-0.205 
(0.194) 
Host market learning  0.473*** 
(0.060) 
0.283** 
(0.117) 
Domestic learning * Host market 
learning 
  0.077* 
(0.038) 
Host country experience 0.009 
(0.017) 
0.010 
(0.014) 
0.008 
(0.013) 
Firm age 0.002 
(0.004) 
-0.001 
(0.003) 
-0.001 
(0.003) 
Ownership -0.087 
(0.125) 
0.007 
(0.108) 
0.011 
(0.107) 
Firm size 0.020 
(0.017) 
0.025* 
(0.012) 
0.023* 
(0.012) 
Returnee 0.236* 
(0.124) 
0.131 
(0.096) 
0.143 
(0.095) 
Industry dummies  yes yes yes 
R^2 0.072 0.454 0.467 
Note: *, ** and *** represent significance at the 0.05, 0.01 and 0.001 levels, respectively.  
Robust standard errors in parentheses. 
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Figure 1: The moderating effect of host market learning on the link between 
domestic learning and subsidiary performance 
 
  
-0.6
-0.4
-0.2
0
0.2
0.4
0.6
1 2 3 4 5 6 7
M
arginal Effect of D
om
estic Learning 
on Subsidiary Perform
ance Host market learning 
95%  Confidence Interval 
47 
 
Figure 2: The moderating effect of domestic learning on the link between host 
market learning and subsidiary performance 
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